WHAT IS MARKETING? 

Marketing is about people. It is about understanding what people want, then trying to 
give it to them at a price that they are willing to pay and a price that will provide you 
with an acceptable profit. Marketing is about targeting. It is about strategically 
choosing which customers you want to try to satisfy. 

Marketing is about positioning. It is about designing a product or service that has 
benefits that people want and can't get elsewhere then building your reputation — 
your brand — based on those things that you do well. Marketing is also about 
advertising, pricing, promoting, and distributing and other marketing programs. But 
foremost it is about people and targeting and positioning — the strategic aspects of 
marketing. Without knowing to whom you want to sell and what you want to give 
them, you really can't know how to advertise or price or promote or distribute 
effectively. 

Stop right now and ask yourself these three questions : 

1. What do my customers want from my product or service? 

2. Am I targeting the right customers? 

3. What is the unique benefit of my product or service that my customers 
can't get elsewhere? 

Marketing (management) is the process of planning and executing the conception, 
pricing, promotion, and distribution of ideas, goods, and services to create exchanges 
that satisfy individual and organizational goals. 

Types of market 

Traditionally, a "market" was a physical place where buyers and sellers gathered to 
exchange goods. Now marketers view the sellers as the industry and the buyers as the 
market (see Figure 1-1). The sellers send goods and services and communications 
(ads, direct mail, e-mail messages) to the market; in return they receive money and 
information (attitudes, sales data). The inner loop in the diagram in Figure 1-1 shows 
an exchange of money for goods and services; the outer loop shows an exchange of 
information. 
Today we can distinguish between a marketplace and a marketspace. 

The marketplace is physical, as when one goes shopping in a store; 
marketspace is digital, as when one goes shopping on the Internet. 

Page 1 of 20 






Comniunealion 



y^ 



Ind ustry 
[d collection 
ofselleraj p^r 



Goods/servites 






^ 



i> 



3l 



Money 



Mnrker 
v - ol lei 11- -ii 

of l>li -f| -■'■ 



w 



Infoi i'-.irioii 






Figure I -I A Simple Marketing System 



The metamarket, a concept proposed by Mohan Sawhney, describes a 

cluster of complementary products and services that are closely related in the 

minds of consumers but are spread across a diverse set of industries. The 

automobile metamarket consists of automobile manufacturers, new and used 

car dealers, financing companies, insurance companies, mechanics, spare 

parts dealers, service shops, auto magazines, classified auto ads in 

newspapers, and auto sites on the Internet. Car buyers can get involved in 

many parts of this metamarket. This has created an opportunity for 

metamediaries to assist buyers to move seamlessly through these groups. 

One example is Edmund's (www.edmunds.com), a Web site where buyers 

can find prices for different 

cars and click to other sites to search for dealers, financing, and accessories. 

Metamediaries can serve various metamarkets, such as the home ownership 

market. 

Before delving too deep into the study of marketing, it is worth pausing to 

consider the different types of market that exist. 

Markets can be analysed via the product itself, or end-consumer, or both. The 

most common distinction is between consumer and industrial markets. 

^Consumer Markets 

Consumer markets are the markets for products and services bought by 
individuals for their own or family use. Goods bought in consumer markets can 
be categorised in several ways: 
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• Fast-moving consumer goods ("FMCG's") 

These are high volume, low unit value, fast repurchase 

- Examples include: Ready meals; Baked Beans; Newspapers 

• Consumer durables 

These have low volume but high unit value. Consumer durables are often 
further divided into: 

- White goods (e.g. fridge-freezers; cookers; dishwashers; microwaves) 

- Brown goods (e.g. DVD players; games consoles; personal computers) 

• Soft goods 

Soft goods are similar to consumer durables, except that they wear out 
more quickly and therefore have a shorter replacement cycle 

- Examples include clothes, shoes 

• Services (e.g. hairdressing, dentists, childcare) 

industrial Markets 

Industrial markets involve the sale of goods between businesses. These are 
goods that are not aimed directly at consumers. Industrial markets include 

• Selling finished goods 

- Examples include office furniture, computer systems 

• Selling raw materials or components 

- Examples include steel, coal, gas, timber 

• Selling services to businesses 

- Examples include waste disposal, security, accounting & legal services 

Industrial markets often require a slightly different marketing strategy and mix. 
In particular, a business may have to focus on a relatively small number of 
potential buyers (e.g. the IT Director responsible for ordering computer 
equipment in a multinational group). Whereas consumer marketing tends to be 
aimed at the mass market (in some cases, many millions of potential customers), 
industrial marketing tends to be focused. 

Marketers and Prospects 

Another core concept is the distinction between marketers and prospects. A 
marketer is someone who is seeking a response (attention, a purchase, a 
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vote, a donation) from another party, called the prospect. If two parties are 

seeking to sell something to each other, both are marketers. 

The ultimate outcome of relationship marketing is the building of a unique 

company asset called a marketing network. A marketing network consists of 

the company and its supporting stakeholders (customers, employees, 

suppliers, distributors, university scientists, and others) with whom it has 

built mutually profitable business relationships. 

Increasingly, competition is not between companies but rather between 

marketing networks, with the profits going to the company that has the better 

network. 
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MARKETING FAILURES 

Many large and famous disasters in business were failures in marketing. The Edsel 
was a car with styling no one wanted. Both the RCA VideoDisc and Polaroid's 
Polavision were products technologically inferior to competing products. The U.S. 
Air Force and U.S. Navy did not purchase the Northrup Tigershark fighter aircraft 
because it was designed without important input from them. What all these disasters 
had in common were managers who thought they knew what their customers wanted 
when in fact they did not. Unfortunately, for those managers, their mistakes of not 
knowing what their customers wanted cost millions or billions of dollars and perhaps 
their jobs. 
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SMALL BUSINESS MARKETING MISTAKES 

The mistakes of large companies are repeated every day — with much less publicity — 
by owners and managers of small businesses. Many small businesses don't think 
about marketing. They do not target their efforts to specific customers or position 
their services on specific benefits. They simply open up their doors and hope for the 
best. Think about the dry cleaners in your area — are they known for anything special? 
Think of the auto repair shops — are they known for anything special? Think of the 
hardware stores — are they known for anything special? 

If they are known for anything special, then they know something about marketing — 
whether by instinct or by training. If not, then they are offering the world 
commodities — the worst word in marketing. A product or service that has nothing 
special about it is a commodity and can compete only on price. You need luck to 
survive if you are selling commodities. Any business can be special to its customers. 
A dry cleaner can be known for its ability to remove any stain. An auto repair store 
can be known for finishing work when promised. A hardware store can be known for 
providing do-it yourself advice. 

Every business needs to have a way to make itself special to customers — a way to 
differentiate itself — and every business needs to focus on certain customers. 

In marketing "You can't be everything to everyone" — you have to focus your efforts 
on those customers you wish to attract 

This course is designed to help anyone develop marketing strategies that target 
customers — in attractive markets, with products or services that have great 
appeal, and which are implemented with well-designed programs such as pricing 
and advertising. In short, this course teaches marketing success. 

MARKETING STRATEGY/MARKETING TACTICS 

Unfortunately, many people think of marketing too narrowly — as a bag of "tactics" 
and not central to their business strategy. Many marketing textbooks perpetuate this 
narrow view of marketing by defining marketing as the 

"4 Ps": Product, Price, Place, and Promotion. 
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What is wrong with defining marketing as the "4 Ps"? 

The "Ps" are not all equal. One of them, Product, is really a strategic choice, and 
must come before the other "Ps." The three other "Ps" — Price, Place, and 
Promotion — are tactics. If the product is not designed to meet customer needs, then a 
terrific price, a convenient place, and an exciting promotion will not save it. 

What is missing in the "4 Ps" are many important strategic decisions, such as 
targeting markets and targeting competitors, which are addressed in this course. The 
tactical bias represented by the use of the "4 Ps" definition tends to marginalize 

marketing and remove marketers from discussions of strategy. 

Marketing is first about strategy, then about tactics. 

To help get past this belief that marketing is just about tactics, when you are 
conducting a workshop, you start by asking participants: 

"What kinds of actions, decisions, and responsibilities do you think of when you 
think of marketing?" 

If you write their answers on two flip charts, sorting them into two lists — those 
answers dealing with strategy and those dealing with tactics. The typical responses 
you obtain are shown in Exhibit 2.1. 

Marketing includes both strategy and tactics but keep in mind that strategy must 
come before tactics. If the strategy is wrong — wrong target market, wrong 
positioning, and wrong target competitor — then it really does not make much 
difference how great the advertising or selling or distribution or pricing is, the 
product or service will fail eventually. In fact, the more effective the tactics the 
quicker a poor product will disappear. 

There is a saying in advertising: 



If the product is poor, great advertising will cause it to fail even 
faster — as more people are persuaded to use it, more people will 
find out that they don't like it. 
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Exhibit 2.1 Selected Marketing Actions, 


Decisions, 


and Responsibilities 




Strategic Areas 


Tactical Areas 


Understanding customers 


Advertising 


I de nti f y i n g seg ments 


Packaging 


Targeting segments 


Sales promotion 


Designing the product or service 


Personal selling 


Positioning product or service 


Public relations 


Establishing the brand 


Internet marketing 


Understanding organization capabilities 


Pricing 


Understanding competitors 


Distributing 


Understanding the macroenvironment 


Customer service 


Source: "Arrow Guide — The Marketing Challeng 


^," The Arrow Group. Ltd.®, 


New York 2004. Used with permission. 





Evolution of marketing concept/orientation 

Clearly, marketing activities should be carried out under a well-thought-out 
philosophy of efficient, effective, and socially responsible marketing. 
In fact, there are four competing concepts under which organizations 
conduct marketing activities: production concept, product concept, selling 
concept and marketing concept. 

Production orientation 

A production orientation dominated business thought from the beginning of 
capitalism to the mid 1950's. Business concerned itself primarily with production, 
manufacturing, and efficiency issues. This view point was encapsulated in Says Law 
which states Supply creates its own demand (from the French economist Jean-Baptiste 
Say. To put it another way, If a product is made, somebody will want to buy it. The 
reason for the predominance of this orientation is there was a shortage of manufactured 
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goods (relative to demand) during this period so goods sold easily. The implications of 
this orientation are: 

• Product lineswere narrow 

• Pricing was based on the costs of production and distribution 

• Research was limited to technical product research 

• Packaging was designed primarily to protect the product 

• Promotion and advertising was minimal 
Sales orientation 

The sales orientation era ran from the mid-1950s to the early 1970s, and is 
therefore after the production orientation era but before the marketing 
orientation_era. During WWII world industry geared up for accelerated 
wartime production. When the war was over this stimulated industrial 
machine turned to producing consumer products. By the mid-'50s supply 
was starting to out-pace demand in many industries. Businesses had to 
concentrate on ways of selling their products. Numerous sales techniques 
such as closing, probing, and qualifing were all developed during this period 
and the sales department had an exalted position in a company's 
organizational structure. Other promotionaltechniques like advertising, and 
sales promotions_were starting to be taken seriously. Packaging and labeling 
were used for promotional purposes more than protective purposes. Pricing 
was usually based on comparisons with competitors (called competitor 
indexing). 

Product orientation 

The product concept holds that consumers will favor the highest quality 
products with the greatest performance and features. The focus of 
management is on continuously seeking out new improvements. 

Marketing myopia is unnecessarily common among business people. It is 
not seeing 'down the road'. Many business people make their decisions based 
on current circumstances. They do not think about what will likely occur in 
their industry in the future. One reason that short sightedness is so common 
is that people feel that they can not accurately predict the future. They are 
right, of course. But just because we cannot accurately predict the future, 
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that is no reason why we should not use the whole range of business 
prediction techniques available to us to estimate future circumstances as best 
we can. 

Marketing orientation 

marketing orientation also called customer focus or marketing concept. 

A marketing oriented firm (also called the marketing concept, or 

consumer focus) is one that allows the wants and needs* of customers and 
potential customers to drive all the firm's strategic decisions. The firm's 
corporate culture is systematically committed to creating customer value. In 
order to determine customer wants, the company usually needs to conduct 
marketing research. The marketer expects that this process, if done correctly, 
will provide the company with a sustainable competitive advantage. 



*Wants are things, people would like to have but do not need in order to 

live. 

*Needs are things people must have to live- food, clothing, and shelter. 




The marketing concept 
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HOW MARKETING HAS CHANGED 

Back in the 1950s and 1960s, marketing was mainly about tactics. If you examine 
the marketing textbooks from that era, most of the chapters were devoted to tactics 
such as pricing, advertising, and sales force decisions. Tactics were emphasized 
because the competitive environment of the 1950s and 1960s in the United States was 
what you might call a "quiet time" when — at least in comparison to today — 
competition was less intense and technology seemed to be moving more slowly. 
During the quiet time, well-implemented tactics could lead to success. 
However, the competitive environment today is a "noisy time" — intense, widespread 
competition, fast-changing technologies, and ever more well informed customers 
searching for deals on the Internet. During the noisy time, you need both well- 
developed strategies and well-implemented tactics to succeed. If you look at a 
marketing text today, you will see how marketing has changed — current marketing 
texts devote a considerable amount of space to customers, competitors, targeting, 
and positioning — they emphasize strategy before tactics. 

Understanding your Customers 

The customer is anyone involved in the purchase decision. 

FEATURES VERSUS BENEFITS 

While a benefit is a dimension of the customer's problem, a feature is a 
specification of a product or service. For example, the seat on an airplane 
may be a certain number of inches wide — that is a feature. However, the 
width of the seat leads directly to a functional benefit, comfort for the 
passenger on the flight. 

Managers control features, but customers buy benefits. 

CUSTOMERS AND THEIR PERCEPTIONS 

All marketing strategy starts with understanding your customers and prospective 
customers and how they perceive your products and your services. Customers behave 
according to their perceptions of products and services, not according to managers' 
opinions of the products and services they are trying to sell. 

Customers' perceptions can be summarized as perceived value. Perceived value is 
not some fuzzy theoretical concept. Perceived value is defined in a very practical 
way: 



Perceived Value: The maximum a customer or prospective customer will pay for 
your product or service. 
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Perceived value is not the price you charge, it is the ceiling on the price you can 
charge: 



• Perceived value can be estimated and measured in monetary terms. 

• Perceived value varies across customers according to their needs and priorities. 

• Perceived value can be managed with both strategy and tactics. 

• The higher the perceived value of your product or service, the higher your sales, 
profits, and cash flow will be. 

COMPONENTS OF PERCEIVED VALUE 

As a marketer, you need to know how customers perceive your product or service. 
How they value your product or service overall- is known as perceived value — the 
maximum they are willing to pay for your product or service. 
Perceived value depends on four components: 

1. The benefits you provide. 

2. The actual performance of those benefits by you and by your competitors. 

3. The performance of those benefits by you and by your competitors as 
perceived by the customer. 

4. The relative importance of each of those benefits to the customer. 

How all of these components are related may vary by customer but you can evaluate 
them systematically by applying, a Perceived Value Analysis. 

There are six steps to analyzing the perceived value of your product or service: 

1. Select a target segment. 

2. Select a target member of the decision-making unit*. 

3. List the main competitors. 

4. List the benefits associated with the product or service. 

5. Estimate the relative importance of each benefit to your target customer. 

6. For your company and for each competitor, evaluate the performance on each 
benefit as perceived by your customer. 

One very important point: The benefits, the relative importance estimates, and 
the perceived evaluations of performance must come from your customers. Although 
you can guess at what your customers want — and sometimes perhaps make pretty 
good guesses — it is always important to find out what your customers are thinking 
and feeling. The greatest disasters in marketing occurred because no one asked the 
customers their thoughts and feelings about a product or a service. 
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*DECISION-MAKING UNIT 

All the people involved in a purchase decision in any way 
comprise the decision making unit. Different individuals may play 
different roles in the decision making unit: 

• Gatekeeper: Controls access to the members of the decision- 
making unit. "Look at this automobile ad I saw in the newspaper." 

• Initiator: Starts the purchase decision process. "We do need a 
new car." 

• Influencer: Has an interest in the outcome of the purchase 
decision and will contribute opinions. "I'd really like to buy a 
minivan so each of the children can have a seat." 

• Decider: Makes the final decision ("signs off") but may not be 
the most important member of the decision-making unit. "I'll see 
what money we have in the bank." 

• Vetoer: Stops the purchase. "I won't drive a car unless it has side 
air bags." 

• User: Uses the product or service. "I need to have space for our 
children and the neighbor's children." 

CUSTOMERS YOU NEED TO KNOW 

You should know the needs and benefits sought by all your customers but you 
should keep in mind what you can learn from different types of customers and be in 
contact with them on a regular basis. The kinds of customers include: 

• Current customers let you know how you are doing now. You need to be in 
touch with them to monitor your current actions. You can also get ideas for new 
products and services by asking them about their future needs and how they will be 
satisfied. 

• New customers give you important information about what is attracting people 
to your products and services and the ways in which you are perceived to be superior 
to your competitors. 

• Lost customers — those who defect — are very important to contact. They have 
valuable information for you, namely, where you fell short in satisfying them. It may 
be a benefit not delivered. It may be a negative interaction with someone in your 
organization. It may be a price thought to be too high. Whatever it is you need to 
know about it before another customer leaves for the same reason. 
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• Heavy users or high-tech users are the experts on your product or service and 
those of your competitors. They can advise you of trends in the product category. 
They can guide you to problems that need to be solved. In addition, the heavy users 
probably comprise the majority of your sales. 

• Potential customers are your growth opportunities. You need to know their 
needs and how those needs may differ from the needs of your current customers so 
you can redesign your product or service if necessary and so you can communicate to 
them the information they need if you are to persuade them to buy from you. 

UNDERSTANDING YOUR COMPETITORS 

You rarely have the good fortune to market in a vacuum where there are no 
competitors. You must assume that there are or will be competitors and that they will 
be tough competitors. 

You should treasure tough competitors — they keep you tough. When you are 
developing your marketing strategy, you should be clear who your target competitors 
are — the ones from whom you expect to win business. You don't need to take on 
everyone. Your target competitors will influence your targeting and positioning 
decisions. Keep in mind that you may be able to choose your competitors, but 
sometimes competitors will choose you. 

In this section, you learn the four key questions you need to ask about your 
competitors and how to answer them. 

ANALYZING COMPETITORS 

To analyze your competitors, you need to answer four questions : 

1. Who are your competitors? 

2. What do they want? 

3. What can they do? 

4. What will they do? 

Who Are Your Competitors? 
A competitor is any organization that can satisfy the needs of your customers — either 
now or in the future. Identifying current competitors is usually not so difficult. You 
consider the choices currently open to your customers — those are the current 
competitors. If you have a family restaurant, you can observe many of the current 
competitors simply by looking around. You can also ask your customers, what else or 
who else they are considering as they make their purchase. 

If you are a sales representative, one of the most important questions to ask a 
customer is who else the customer is considering. You should not denigrate 
competitors, but if you know who your competitors are, then based on the benefits 
the customers want, you should be able to determine whether your product or service 
is superior. Those benefits should be emphasized in your sales call. 
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More generally, knowing your competitors allows you to make more precise 
positioning decisions. For example, Visa had low penetration — only 20 percent — 
among small businesses in the United Kingdom. In 2003, Visa launched a campaign 
targeted at small businesses. Even though the American Express Business card was 
the market leader, Visa considered its target competitor 

for small businesses to be cash and checks so it positioned and promoted the Visa 
card with benefits that cash and checks could not match — all transactions shown on 
monthly statements and use of cash without interest for 50 days 

A NEW DEFINITION OF MARKETING 

Everything you do in marketing affects perceived value. All the decisions, actions, 
and responsibilities in Exhibit 2.1 affect perceived value. That is why the definition 
of marketing is definitely not just what is covered in the 4 Ps. 

Marketing is managing perceived value. To manage perceived value, you must 
understand your competitive environment, target markets, position products and 
services, build strong brands, satisfy customers, set price, develop advertising, 
organize sales efforts, arrange distribution, forecast results, and motivate your 
people — and do all those things extremely well. 

Marketing is managing perceived value. 

That's what successful marketers do well. 

CONCLUSIONS 

Marketing consists of both strategy and tactics. Over time, marketing has 
moved from tactical decisions to both strategic and tactical decisions. 
Understanding the customer's needs and perceptions is the foundation of 
marketing. 



Marketing is managing the value perceived by the customers. 



What customers pay must cover all the costs — and profits — of an 
organization. You must understand the needs and wants of your 
customers, not just now, but in the future. You must use customer 
information to identify and select target markets and to position your 
product or service. 
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Perceived Value Analysis — Dry Cleaners 






Relative 
Importance 


Benefits 


DES 


Al's 


Barbara's 


Carol's 


Dan'a 




10 


Clean clothes 


4 


3 


2 


5 


3 


10 


Stain removal 


5 


3 


4 


3 


2 


1 


Quick turnaround 


5 


5 


3 


1 


4 


3 


Courtesy 


2 


4 


3 


4 


4 


fi 


No damage 


4 


4 


4 


4 


3 


5 


Convenient location 


2 


3 


2 


5 


4 


8 


Convenient hours 


4 


3 


5 


2 


4 


4 


Cleaning knowledge 


2 


3 


3 


5 


3 


5 


Pressed neatly 


3 


3 


3 


4 


3 


4 


Ability to make repairs 


2 


s 


4 


4 


3 


1 

F 


lot Relative importance: 1 — Not important, 10 — Very important 
taived performance: 1 — Poor, 5 — ^Excellent 
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MEASURING PERCEIVED VALUE 

To manage perceived value (or anything) you first must be able to measure 
it. If you cannot measure something, it is impossible to manage it. Some of 
the common ways to estimate perceived value are: 

1. Value-in-use. 

2. Direct customer response. 

Value-in-Use 

The value-in-use approach estimates value to customers by looking at what 
their costs are while using their current product or service and calculates the 
price of a new product or service that would make them indifferent between 
their current product and the new one. 

The value-in-use approach to estimating perceived value is especially useful 
in situations where the economic impact can be estimated. The value in-use 
approach is less helpful in situations where emotional benefits or brand 
reputation are major components of perceived value. 

Direct Customer Response 

You can try to estimate how your customers will react to prices by asking 
them directly. If they are honest with you, this approach can provide you 
with useful information. However, often customers will give you artificially 
low answers whenever you ask them questions such as, "How much are you 
willing to pay?" 

Rather than asking them, you might try different prices and see what 
happens. This is known as doing a pricing experiment. (Be careful — in some 
situations laws prohibit charging different prices to different customers so 
check with your lawyer first.) If you are able to charge different prices, then 
you can examine the impact on your sales which will provide you with 
information about the perceived value for your product or service. 

ROLE OF PERCEIVED VALUE IN COMPETITION 

Organizations compete in two ways — value or costs — and these are called 
strategic themes. Organizations can be located on the grid in Exhibit 5.3 
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according to how they perform on the two strategic themes. Both are 
important. You can't focus on just one theme. 

The value theme is perceived value — the maximum a customer is willing to 
pay for a product or service. Note that perceived value is not the price 
charged the customer but is the ceiling on that price. 

The cost theme is incremental cost per unit — the cost of getting the 
product or service in the hands of the customer. This cost includes all costs 
such as production, communications, and transportation. Note that 
incremental cost is not the price charged the customer but is the floor on 
price. 

Downloadable Exhibit 5.3 Strategic Themes* 



High 



■^ Medium 



Low 






High 



Medium 



Low 



Note: * = Winning positions 
Winning strategies are found in the upper right corner of the matrix: 

• High perceived value/low incremental cost 

• High perceived value/medium incremental cost 

• Medium perceived value/low incremental cost 

The strongest of all strategies of course would be high perceived value/low 
incremental cost, as then one could pursue either a high or low price strategy 
against any competitor and win. However, the other two strategies are often 
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winning strategies because very few organizations are able to achieve a high 
perceived value/low incremental cost strategy. 

Where you do not want your organization to be is low or medium perceived 
value coupled with high or medium incremental cost. 



INCREASING PERCEIVED VALUE 

Suppose you would like to move your position on the matrix toward the 
upper right corner. One way to do this of course, is by decreasing costs. The 
other way is by increasing perceived value. 

Perceived value depends on many things: 

The benefits the product or service provides, 

How well they are provided, 

Whether the customer correctly perceives how well they are provided, 

How important the benefits are to the customer, 

The brand reputation. 

Perceived value can be increased in several ways but note that they all 
typically involve communications (Exhibit 5.4). 

Add benefits and then inform the customer about them. A magazine 
publisher once changed their format in a very striking and attractive way. 
When asked how and when they informed customers about the change, they 
replied that they thought the customer would see the changes when they 
purchased the magazine. Such thinking, of course, is backward — you need to 
inform customers about new benefits so that they might be persuaded to 
purchase. 
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Exhibit 5.4 Increasing Perceived Value 



Increase Perceived Value 
PerceivGd Value Depends On by Communicating 

Benefits Current or new benefit offered 

Actual performance on benefits Ciose gaps between actual performance 

and perceived performance 

Improved performance on benefits Inform customer of improvements 

Importance of benefits Persuade customer of importance of 

selected benefits 

Brand reputation Build brand with consistency on 

important benefits 

Source: Don Sexton, "Pricing, Perceived Value, and Communications," The Advertiser, 
April 2006, pp. 56-58. Used with permission. 

Close gaps between customer perceptions of benefit performance and 
actual performance. 

One of the most famous and respected advertising campaigns ever — the 
Doyle Dane Bernbach introduction of the Volkswagen Beetle to the United 
States in the 1950s — faced the problem of customer skepticism about the 
quality and value of "foreign cars" (hard to believe today, but true). 
Volkswagen closed the gaps between perceived and actual benefits with fact 
based, distinctive black-and-white magazine ads about availability of spare 
parts, engine reliability, and resale value. So effective were these 
Volkswagen ads in managing perceived value that Kawasaki motorcycles 
ran an ad imitating the Volkswagen ads, saying, "Think even smaller." 

Improve performance, then tell the customer — in that order. In the 
telecommunications industry, sometimes companies have done this 
backward, telling customers that their service has improved before that has 
happened. Banks and fast-food chains sometimes have made the same 
mistake — touting their customer service before the service was improved. In 
contrast, both British Air and Continental Airlines improved their customer 
service, then communicated the improvements to customers with great 
positive impact on sales. 

Persuade the customer that certain benefits are especially important The 

certain benefits would be those that the company does well. To persuade 
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customers to change their priorities is not always easy. Land Rover 
Discovery focused on the family market and emphasized their seating 
capacity (at the time greater than most of their competitors'). Seating 
capacity may not have been a priority benefit until Land Rover pointed it 
out. Some SUV manufacturers are currently trying to emphasize their 
(relatively) more efficient fuel consumption — a growing concern when 
gasoline prices increase. 

CONCLUSIONS 

Customers behave according to their perceptions of the value they receive, 
not according to the actual value they receive. Managing those perceived 
values is what marketing is about. Perceived Value — the maximum a 
customer is willing to pay for your product or service — can be measured and 
can be managed. 
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